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Summary:

Eagle River Water & Sanitation District, Colorado;
General Obligation

Credit Profile

US$25.0 mil GO bnds ser 2016 due 12/01/2045

Long Term Rating AA-/Stable New

Rationale

Standard & Poor's Ratings Services assigned its 'AA-' rating to Eagle River Water & Sanitation District, Colo.'s series

2016 general obligation (GO) bonds. The outlook is stable.

The rating reflects our view of the district's:

• Favorable service area economy, which includes Vail, Colo., a destination tourism location with year-round appeal,

although its population swells in the winter due to its attractiveness as a premier ski resort;

• Extremely strong wealth and very strong income levels; and

• Strong liquidity position, with days' cash improving to 410 in 2014 from 338 in 2013.

In our view, offsetting credit weaknesses include the district's economic concentration in tourism and the district's

capital needs. We consider the subdistrict's estimated overall net debt per capita to also be a negative credit factor for

the subdistrict.

For more information on the subdistrict, see the rationale to be published on RatingsDirect.

The GO bonds are general obligations of the district and subdistrict. The bonds are secured by a pledge of the full faith

and credit of the district and are payable from unlimited ad valorem taxes levied against all taxable property within the

district and subdistrict. The financial data of the subdistrict is reported as part of the district, as it shares a management

team and is fiscally dependent upon the district. We note that the subdistrict is a separate legal entity that was

incorporated in 2002 for the purpose of maintaining a separate taxing district for the issuance of bonds used to

construct various facilities that include capacity expansion and improvements required by regulatory agencies.

The approximately 85-square-mile district serves an estimated population of about 25,000, which includes the

communities of Vail, Avon, and Wolcott, and unincorporated areas along the Interstate 70 in north-central Colorado.

The district's economy centers on the mountain valley community of Vail. The district is accessed by Interstate 70 to

the west and east, Highway 131 from the north, and Highway 24 from the south. By car, the district is approximately

150 miles from Grand Junction and 100 miles from Denver. The district's closest airport, Eagle County airport, is about

25 miles to the east. The district's local population tends to double in size during the winter and summer months as

many district homeowners maintain second homes, vacation homes, and rental properties and are not counted in the

year-round population figures.
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The district operates a wastewater and water system that provides wastewater and potable water services in Eagle

County. The wastewater system service area covers approximately 85 square miles in the county to approximately

27,950 wastewater single-family equivalents (SFE). The wastewater district operates three wastewater treatment plants

in the communities of Vail, Avon, and Edwards. It also maintains approximately 190 miles of wastewater collection

lines within the district. The district's water system provides potable water to approximately 4.1 square miles in the

eastern portion of the district, or the town of Vail.

The water system in Vail also represents the entire boundary of the subdistrict. The subdistrict services approximately

10,225 water SFEs. Water supply comes from groundwater wells along Gore Creek; treatment comes through wellhead

chlorination and at the Gore Valley Drinking Water Treatment Plant. The subdistrict also operates 12 water storage

tanks with a total capacity of about 8.5 million gallons. Management reported that water system capacity is adequate

for the current population.

The local economy is rooted in tourism and recreation, and it has mirrored recent regional trends in population,

employment, and assessed value (AV) though it also serves as a regional service provider due to its location in

Colorado. As a result, we consider the district's income indicators to be very strong, as demonstrated by per capita

effective buying income (EBI) at 132% and median household EBI at 135% of the national levels. The subdistrict's

income indicators are also very strong, with per capita EBI of 203% and median household EBI of 136% of the national

levels. The subdistrict's figures are slightly higher because its boundary is contiguous with Vail. The town of Vail is a

retail center, and per capita retail sales typically exceed the national average, at about 400%. Finally, the county's April

2015 unemployment rate of 3.6%, which we believe is representative of the district's footprint, is slightly below the

Colorado state rate of 4.2% and below the national rate of 5.4% for the same period. All unemployment rates are not

seasonally adjusted.

The district's net AV totaled $2.21 billion for fiscal 2016, a strong increase of 13.4% from the fiscal 2015 value of $1.95

billion. The subdistrict's net AV totaled $1 billion for the same period, and it also posted strong, 5.1% growth from the

prior fiscal year. In terms of property valuations, the subdistrict, while representing only 4.8% of the district's

geographic boundary, contributes about half of net AV. Historically, the district lost about 20% of the district's AV in a

single year (from fiscal 2011 to fiscal 2012), and the recently released fiscal 2016 figure of $2.2 billion is still 14.5%, or

$322.7 million, short of the fiscal 2011 high. The district's economic exposure to seasonal tourism heightens the risk for

future volatility, as expressed in the 20.4% single-year decline followed by a 13.4% single-year uptick within a five year

span, inclusive of Colorado's biannual reassessment process. The district believes that AV is stabilizing, and it is

expecting continued growth for the next few years. The subdistrict's trend mirrors the larger district's; however, it

produced about 75% less volatility on an interyear basis. The district's estimated 2016 market value per capita of

roughly $930,802 is extremely strong, in our view. The district's market value per capita is in line with those of similar

resort communities in Colorado, including Telluride. We consider the district's tax base to be very diverse, with the

leading 10 taxpayers -- a concentration of tourism and resort entities -- accounting for 7.8% of total AV. The top

taxpayer is a ski resort, which represents about 2.62% of total AV.

The subdistrict's financials are reported as part of the district's annual audit, and as a result, we believe that the entire

district's financial operations are representative of the subdistrict's financial profile. Overall, the district's revenue
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profile is focused on its sanitation operations as they represent about 74%, or $20.8 million, of the district's total

revenues in audited fiscal 2014. Water revenues generated from the subdistrict, which includes the city of Vail, rounds

up the remaining revenue mix, at 26%, or about $7.3 million, for the same fiscal year. The expenditure side, including

capital outlays, mirrors the revenue side, with about 24%, or $7.4 million, of the $30.9 million of total expenditures.

Sanitation expenditures make up the bulk of the outlays. with the remainder making up 76% of the district's operating

expenditures in the category. The customer base for the water system is primarily residential, in our view; however,

the top 10 customers include ski resorts, the town of Vail, a hospital, resort condominiums, and hotels. Officials have

said that, historically, the majority of the water system's revenues are from commercial mixed-use facilities (such as

resorts, hotels, and restaurants) that are tied to the service industry.

We consider the system's liquidity position to be strong, with days' cash improving to 410 in 2014 from 338 in 2013. A

$600,000 rate stabilization fund, established in 2009, which we did not include in the liquidity measures, provides

additional liquidity. The district has an informal target of maintaining an unrestricted cash balance equal to no less

than 25% of the following year's operation and maintenance expenses net of operating property taxes. The 25% target

was identified for cash flow reasons and is about $25 million-$30 million.

The district is in the midst of a capital plan that includes this issue of debt-financed improvements. As a result, we

consider the district's total debt to net property, plant, and equipment and equipment ratio to be about 54% during

audited fiscal 2014, and expect this percentage to increase to about 68% given this issue. We consider this level to be

moderately high.

Historical financial performance has generally been at least adequate, in our view. Annual debt service coverage (DSC)

of all revenue and GO debt has stayed above 1.3x since 2013, but is expected to decline to an estimated 1.17x given

the budgeted information through fiscal 2016. Based on the fiscal 2014 audit, the district posted good DSC of 1.38x.

Our calculation of DSC is based on gross operating revenues, less operating, nonoperating, depreciation, and interest

expenditures. Based on the forward-looking estimates, we expect the district's debt service coverage position to

remain at least at an adequate level.

In our opinion, the district's overall net debt burden is low as a percentage of collection year 2015 estimated actual

value, at 0.3%, and very low on a per capita basis, at $842. Given the district's extremely strong market value per

capita and very strong income indicators, the debt burden on the tax base is minimal, in our view. Finally, we consider

the district's 10-year amortization of its outstanding debt to be slow, at about 33%.

In our opinion, the overall net debt burden of the subdistrict is low as a percentage of market value, at 1.4%, but

moderate on a per capita basis, at $2,700. Given the district's extremely strong market value per capita and very strong

income indicators, the debt burden on the tax base is low to moderate, in our view. We note that the overall net debt

per capita is overstated due to the nature of the seasonal homes within the district.

Outlook

The stable outlook reflects our view of the relatively stable utility operations, strong underlying economy, and

favorable debt profile. We do not expect to change the rating within the two-year outlook horizon.
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Upside scenario

If the district's economy were to diversify away from tourism while utility operations remain stable to positive, we

could raise the rating.

Downside scenario

If the district were to issue significant debt that weakens coverage or if it were to post consecutive years of negative

utility operations, we could lower the rating.

Related Criteria And Research

Related Criteria

• USPF Criteria: GO Debt, Oct. 12, 2006

• USPF Criteria: Key General Obligation Ratio Credit Ranges – Analysis Vs. Reality, April 2, 2008

• USPF Criteria: Debt Statement Analysis, Aug. 22, 2006

• USPF Criteria: Assigning Issue Credit Ratings Of Operating Entities, May 20, 2015

• Criteria: Use of CreditWatch And Outlooks, Sept. 14, 2009

Related Research

Credit FAQ: Financial Management Assessment In U.S. Public Finance, June 27, 2006

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,

have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such criteria.

Please see Ratings Criteria at www.standardandpoors.com for further information. Complete ratings information is

available to subscribers of RatingsDirect at www.globalcreditportal.com. All ratings affected by this rating action can

be found on Standard & Poor's public Web site at www.standardandpoors.com. Use the Ratings search box located in

the left column.
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S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P

reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,

www.standardandpoors.com (free of charge), and www.ratingsdirect.com and www.globalcreditportal.com (subscription) and www.spcapitaliq.com

(subscription) and may be distributed through other means, including via S&P publications and third-party redistributors. Additional information

about our ratings fees is available at www.standardandpoors.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective

activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established

policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain

regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P

Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any

damage alleged to have been suffered on account thereof.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and

not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase,

hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to

update the Content following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment

and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P does

not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from sources it believes to be

reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part

thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval

system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be

used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees or

agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not

responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for

the security or maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL

EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR

A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING

WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no

event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential

damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by

negligence) in connection with any use of the Content even if advised of the possibility of such damages.
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